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State and Local Governmental
Developments—1993
Industry and Economic Developments
Although the economy in general has begun to show signs of recov
ery, many of the economic factors that had a significant impact on the
finances and operations of state and local governments over the past
few years continue to be present this year as well. Property tax
revenues, which fell below budgeted levels as tax bases declined, are
likely to take some time to recover fully. Sluggish employment growth
hampers the recovery of tax revenues based on earned income.
Improved sales tax revenues, the result of increased consumer spend
ing, provide one of the few signs of recovery in the state and local
government sector of the economy.
At the same time, demand for the services rendered by governments
continues unabated, resulting in further upward pressure on expendi
tures. As expenditures increase at rates that outpace increases in
revenues, governments are still finding it difficult to balance their
budgets. To meet requirements to adopt balanced budgets, govern
ments have sometimes invaded fund balances accumulated in past
years to reduce or eliminate shortfalls of revenues over expenditures.
In the past, some have considered using accounting adjustments to
reduce or eliminate such shortfalls. "One-shot adjustments," similar to
those used by some governments in the past, may be used by still
others this year. Such adjustments have included—
• Delaying payment of employee salaries or benefits to reduce
expenditures reported in cash-basis financial statements.
• Making transfers to the general fund from other funds, to decrease
general fund deficits without improving the actual financial con
dition of the government.
•

Selling assets, restructuring debt, reducing scheduled contribu
tions to pension funds, and deferring scheduled maintenance, all
of which can give the appearance of improving a government's
current financial position.

•

Delaying payments to internal service funds for insurance and
other services.
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If such measures are taken, auditors should be alert to possible viola
tions of legal or contractual requirements, and should consider whether
adequate disclosure has been made in the financial statements.

Specific Industry Conditions or Risk Factors
Federal Financial Assistance. State and local governments often partici
pate in federally sponsored programs and receive financial assistance
from federal governmental agencies. Activities related to participation
by state and local governments in federally sponsored programs are
subject to a number of federal laws and regulations. The complexity of
such laws and regulations often increases the risk of noncompliance.
Statement on Auditing Standards (SAS) No. 54, Illegal Acts by Clients
(AICPA, Professional Standards, vol. 1, AU sec. 317), requires auditors to
design audits to detect noncompliance with those laws and regulations
that have a direct and material effect on the determination of financial
statement amounts.
Depending on the amount and source of the federal financial
assistance they receive, state and local governments may be required to
satisfy audit and reporting requirements prescribed by Government
Auditing Standards issued by the Comptroller General of the United
States (and often referred to as the Yellow Book); the Single Audit Act of
1984 (the Single Audit Act); other federal agency policies and regula
tions; and agreements or contracts with federal agencies. The quality of
audits performed in accordance with these requirements has been a
matter of concern to a number of federal grantor agencies as well as the
Office of Management and Budget (OMB) and the General Accounting
Office (GAO). Reports of the Standards Subcommittee of the Presi
dent's Council on Integrity and Efficiency (PCIE) indicate that Federal
Inspectors General continue to find deficiencies that cause them to
reject audit reports. Deficiencies that often result in rejection include
the following:
•

Schedules of federal financial assistance do not identify the source
of federal funds.

• Reports on internal control structure do not identify the categories
of significant controls.
• Working papers do not document the audit plan or audit program.
• Working papers do not support the reports on compliance.
• Written representations from management and attorneys are not
obtained.
• The status of findings in previous audits is not addressed.
• Reports on compliance, internal controls, or both are missing.
6

Auditors who issue deficient audit reports or perform inadequate
procedures may be subject to remedial or corrective action, including
suspension from performing further audits of recipients of federal funds.
Going-Concern Problems. In the past, governments were assumed to
have an unlimited ability to raise revenues to support their operations
and to service long- and short-term debt. Nevertheless, the current
economic environment and taxpayer initiatives, as well as limitations
on the incomes and resources of taxpayers, have reduced the ability
of governments to raise revenues through their taxing powers. SAS
No. 59, The Auditor's Consideration of an Entity's Ability to Continue
as a Going Concern (AICPA, Professional Standards, vol. 1, AU sec. 341),
requires that, as part of every audit, the auditor evaluate whether,
based on the results of audit procedures performed, there is substan
tial doubt about the entity's ability to continue as a going concern
for a reasonable period of time, not to exceed one year beyond the date
of the financial statements being audited. In performing an audit of a
state or local government, auditors should be alert to conditions or
events that may indicate substantial doubt about the government's
ability to continue as a going concern for a reasonable period of time.
Such conditions or events include the following:
• Defaults on debt
• Diminishing revenues and declining tax bases, for example, a
declining population; lower school enrollment; reduced per cap
ita personal income; and reductions in the number and value of
building permits, business licenses, or retail sales
• Increasing reliance on external funding
• Reliance by a fund incurring large deficits on continued support
from other funds to support its activities or operations, for example,
reliance by a transit system on support from a general fund, or reli
ance by general government operations on support from a lottery
• Omission of key items, such as pension contributions, from
the budget in order to avoid raising taxes while seeking to bond
operating deficits
• Elaborate financing arrangements designed to alleviate fiscal
stress
•

Sale of or borrowing against assets to alleviate cash flow problems

• Inadequate steps to address fiscal stress resulting from poor eco
nomic conditions that seriously affect revenues (sales, property,
or income taxes) and expenditures (social services)
7

• Fiscal stress resulting from lost revenues because excessive tax
breaks have been granted to attract business and economic
development
• Bonding out current expenditures, delaying recording bills in the
current year, or accelerating the recording of revenues that are
applicable to a future period

Regulatory Developments
Revisions to OMB Compliance Supplement for Single Audits of
State and Local Governments and Other Circulars
In September 1990, OMB issued its Compliance Supplement for Single
Audits of State and Local Governments. This publication sets forth the
compliance requirements that are to be considered in single audits
of state and local governments. The OMB also issued a compliance
supplement for audits of institutions of higher learning and other non
profit institutions in accordance with OMB Circular A-133, Audits of
Institutions of Higher Education and Other Nonprofit Institutions. The
OMB is currently revising the Compliance Supplement for Single Audits of
State and Local Governments. The revision is intended to update the
specific program requirements to incorporate new laws and regula
tions and to consider whether changes to the general requirements are
necessary. The OMB expects to issue a final revised supplement by the
end of 1993.
The OMB also is currently revising the following circulars that may
be relevant to audits of state and local governments:
•

OMB Circular A-21, Cost Principles for Educational Institutions

• OMB Circular A-87, Cost Principles Applicable to Grants and Contracts
• OMB Circular A-102, Grants and Cooperative Agreements with State
and Local Governments
•

OMB Circular A-110, Uniform Administrative Requirements for
Grants and Other Agreements with Institutions of Higher Education,
Hospitals, and Other Nonprofit Organizations

Final revised circulars are expected to be issued by the end of 1993.

Cognizant Agency Assignments
OMB Circular A-128, Audits of State and Local Governments, establishes
the concept of cognizant agency audit organizations (cognizant agencies)
and defines the term as the federal agency assigned by the OMB to
carry out the responsibilities concerning single audits of governments
8

as defined in the circular. When professional judgment indicates it is
appropriate, auditors may communicate with cognizant agencies
before, during, and after the audit to avoid or minimize disagreements
or other problems.
As the result of changes in federal government funding patterns, the
OMB is revising its list of designated cognizant agencies for state and
large local governmental units. The OMB expects to issue a revised list
of designated cognizant agencies by the end of 1993.
Additional audit planning considerations relative to auditors' rela
tionships with and the responsibilities of cognizant agencies are
discussed in chapter 2 of the AICPA's Statement of Position (SOP)
92-7, Audits of State and Local Governmental Entities Receiving Federal
Financial Assistance.

Revisions to Government Auditing Standards
The GAO is expected to expose revisions to Government Auditing
Standards for public comment in mid-1993. The proposed revisions,
recommended by the Government Auditing Standards Advisory
Council (GASAC), include increased testing of internal controls and
new requirements for communication that build on SAS No. 8, Other
Information in Documents Containing Audited Financial Statements
(AICPA, Professional Standards, vol. 1, AU sec. 550), and SAS No. 61,
Communication With Audit Committees (AICPA, Professional Standards,
vol. 1, AU sec. 380). Further, the GASAC recommends changes to the
standards for performance audits. Final revised government auditing
standards are expected to be issued in early 1994. Information about
how to obtain a copy of the exposure draft will be provided in the
AICPA's CPA Letter when it is available.

Audit Issues and Developments
Concerns About Collateral
Government Accounting Standards Board (GASB) Statement No. 3,
Deposits with Financial Institutions, Investments (including Repurchase
Agreements) and Reverse Repurchase Agreements, requires disclosures
about collateral on deposits with financial institutions. The Financial
Institutions Reform, Recovery and Enforcement Act of 1989 (FIRREA)
includes a provision that could affect the rights of governmental units
to that collateral. That provision stipulates that security agreements,
including pledges of collateral for deposits, are not valid and binding
against the Federal Deposit Insurance Corporation (FDIC) unless
they are—
9

• In writing.
• Executed contemporaneously with the acquisition of the asset by
the depository institution.
• Approved by the institution's board of directors or loan committee,
and that approval is reflected in the minutes of the board or
committee.
•

Continuously part of the depository institution's official records.

Pledges of collateral for deposits between institutions and some
governmental entities may not be in compliance with certain of these
requirements—for example, the requirement that the security agree
ment be approved by the institution's board of directors or loan
committee, and that the approval be reflected in the minutes of the
board or committee. An article in the April 1993 GASB Action Report
expresses the belief of the GASB staff that if the requirements are not
complied with (considering the effect of a March 2 3 , 1993, FDIC policy
statement), a government should not report its deposits as being
collateralized. In considering the appropriateness of assertions in
financial statements concerning collateralization of deposits with finan
cial institutions, auditors should consider whether these requirements
are met.

Changes in Federal Deposit Insurance Coverage
Auditors of state and local governments should be aware that the
Federal Deposit Insurance Corporation Improvement Act of 1991
(FDICIA) changed the way in which some deposit accounts are
covered by federal deposit insurance. The changes invalidate some
of the information in the GASB staff's Implementation Guide to GASB
Statement No. 3. The effects of FDICIA on pass-through insurance,
Section 457 deferred compensation plan accounts, and bank invest
ment contracts (BICs) are discussed in a Practice Update in the April
1992 GASB Action Report. Auditors should consider the effects of these
changes as they assess the appropriateness of financial statement
disclosures made by state and local governments in accordance with
GASB Statement No. 3.

Auditing Federal Financial Assistance
In September 1992, the AICPA Government Accounting and Audit
ing Committee issued SOP 92-7, Audits of State and Local Governmental
Entities Receiving Federal Financial Assistance. SOP 92-7 supplements the
AICPA Audit and Accounting Guide Audits of State and Local Govern
mental Units and is intended to give auditors a basic understanding of
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the work they should do and the reports they should issue for audits
of state and local governmental entities in accordance with the Single
Audit Act and OMB Circular A-128. SOP 92-7 synthesizes the require
ments, standards, and guidance presented in the federal government
and AICPA literature on single audits of state and local governments. It
also updates Audits of State and Local Governmental Units to include
standards issued after its initial publication that affect audits of federal
financial assistance in accordance with the Single Audit Act and OMB
Circular A-128. Such standards include the following:
•

SAS No. 55, Consideration of the Internal Control Structure in a Financial
Statement Audit (AICPA, Professional Standards, vol. 1, AU sec. 319)

•

SAS No. 60, Communication of Internal Control Structure Related
Matters Noted in an Audit (AICPA, Professional Standards, vol. 1, AU
sec. 325)

•

SAS No. 68, Compliance Auditing Applicable to Governmental Entities
and Other Recipients of Governmental Financial Assistance (AICPA,
Professional Standards, vol. 1, AU sec. 801)

• The 1988 revision of Government Auditing Standards issued by the
Comptroller General of the United States
SOP 92-7 is not intended to be applied to audits of colleges, universi
ties, or not-for-profit organizations subject to the audit requirements of
OMB Circular A-133. Guidance on performing such audits is contained
in SOP 92-9, Audits of Not-for-Profit Organizations Receiving Federal
Awards, which was issued by the AICPA Not-for-Profit Organizations
Committee in December 1992. However, auditors conducting audits of
state and local governmental entities may need to be familiar with the
audit requirements of OMB Circular A-133 if the entity to be audited
has not-for-profit entities as component units.

Audits in Accordance With OMB Circular A-133
Auditors of state and local governmental units that have not-for-profit
entities as component units or that pass federal funds to not-for-profit
entities as subrecipients may be engaged to perform audits of those
entities in accordance with OMB Circular A-133. SOP 92-9 provides
guidance on the auditor's responsibilities when conducting audits in
accordance with OMB Circular A-133.
The SOP also—
• Describes the applicability of OMB Circular A-133.
•

Summarizes the differences between OMB Circular A-133 and
OMB Circular A-128.
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• Describes the auditor's responsibility for considering the internal
control structure and performing tests of compliance with certain
laws and regulations.
• Describes the auditor's responsibility for reporting and provides
examples of the reports required by OMB Circular A-133.

Revised AICPA Audit and Accounting Guide Audits of State
and Local Governmental Units
On May 17, 1993, the Government Accounting and Auditing Com
mittee of the AICPA exposed for public comment a proposed revision
of the Audit and Accounting Guide Audits of State and Local Governmental
Units. The objectives of the proposed guide are to provide (1) a general
background of the government environment and (2) practical guidance
to practitioners on accounting, auditing, and financial reporting for
state and local governmental units.
The exposure draft incorporates new accounting and financial
reporting requirements resulting from statements issued by the GASB
as well as other accounting guidance, some of which was in earlier
editions of the Audit and Accounting Guide but not addressed in
GASB pronouncements, and some of which is new.
The exposure draft proposes new accounting guidance for interfund
borrowings, recording debt proceeds, transfers of fixed assets, and
unearned developers' deposits. The draft also presents alternative
accounting treatments for tap fees, no-commitment debt, and lotteries.
Also incorporated in the exposure draft are requirements established
by auditing standards issued by the AICPA since the publication of the
1986 version of the Audit and Accounting Guide, the 1988 revision of
Government Auditing Standards issued by the Comptroller General of
the United States, and OMB Circular A-133. When the revised Guide
is issued, it will also incorporate SOP 92-7 (see page 10). Comments on
the exposure draft are due by August 17, 1993.
The Committee has proposed that the revised Guide be effective for
audits of financial statements for periods beginning after December 15,
1993, with earlier implementation encouraged.

Reporting on Separately Issued Summary Financial Information
On February 2, 1993, the Government Accounting and Auditing
Committee issued an exposure draft of a proposed SOP, Reporting on
Separately Issued Summary Financial Information Prepared by State or Local
Governmental Units. The proposed SOP would provide guidance for
auditors reporting on summary financial information issued by state or
local governmental units in a document that refers to, but does not
12

include, the general-purpose financial statements. The proposed SOP
would permit the auditor to express an opinion on the summary finan
cial information provided it—
• Is informative on matters that may affect its use, understanding,
and interpretation (for example, significant subsequent events,
significant contingencies, or restrictions on resources).
• Is prepared on the same measurement focus and basis of account
ing as the general-purpose financial statements on which it is based.
• Includes data that are classified, summarized, and presented in a
reasonable manner.
• Reflects the underlying transactions and events in a way that
presents the summarized data within a range of acceptable
limits—that is, limits that are reasonable and practicable to attain
in summary financial information.
The proposed SOP would require that an auditor who is associated
with summary financial information that fails to meet these condi
tions express an adverse opinion on the summary financial infor
mation because of departures from generally accepted accounting
principles (GAAP).

Access to Working Papers
An increasing number of governmental agencies have requested
access to or photocopies of working papers from auditors. Such requests
raise concerns that copies of working papers may be used inappropri
ately without the auditor's knowledge or consent, resulting in increased
risk of allegations of malpractice associated with performing audits.
Agency requests usually refer to contracts with the auditor, engage
ment letters signed by the auditor, the Yellow Book, AICPA Audit and
Accounting Guides, and existing or proposed legislation as requiring
auditors to comply with such requests. Guidance on the manner in
which auditors should respond to requests for access to their working
papers by governmental agencies is being developed by the AICPA's
Auditing Standards Division. When it is finalized, it will be presented
in the CPA Letter.

Disclosures About the Fair Value of Financial Instruments
The GASB's Codification of Governmental Accounting and Financial
Reporting Standards states that proprietary funds should use GAAP that
are used by similar businesses in the private sector. Thus, governmental
entities that use enterprise fund accounting may find themselves
subject to the requirements of Financial Accounting Standards Board
13

(FASB) Statement No. 107, Disclosures about the Fair Value of Financial
Instruments, which requires that the fair value of financial instruments,
both assets and liabilities recognized and not recognized in the statement
of financial position, be disclosed either in the body of the financial
statements or in the accompanying notes. FASB Statement No. 107
is effective for fiscal years ending after December 15, 1992; however,
entities with less than $150 million in total assets in the current balance
sheet may defer application of the statement until fiscal years ending
after December 15, 1995.
In auditing management's estimates of fair values, auditors should
follow the guidance provided by SAS No. 57, Auditing Accounting Esti
mates (AICPA, Professional Standards, vol. 1, AU sec. 342). SAS No. 57
requires that auditors obtain sufficient competent evidential matter
that provides reasonable assurance that—
1. The valuation principles are acceptable, consistently applied, and
reasonably supported by the underlying documentation.
2.

The method and significant assumptions used are properly
disclosed.

The following guidelines may be useful to auditors of governmental
units that disclose required information about the fair value of financial
instruments or that voluntarily disclose the fair value of nonfinancial
assets and liabilities. (The guidance assumes that no other report
modifications are necessary.)
Required Disclosures Only. When an entity discloses only required
information in its basic financial statements, the auditor may issue a
standard unqualified opinion. The auditor may consider adding an
emphasis-of-a-matter paragraph describing the nature and possible
range of such fair value information, especially when "management's
best estimate of value" is used in the absence of quoted market values
(paragraph 11 of FASB Statement No. 107) and the range of possible
values is significant.
Required and Voluntary Disclosures Combined. Information may be
presented voluntarily on the face of the financial statements or in the
notes, in such a fashion as to constitute either a complete balance sheet
(the fair value of all material items in the balance sheet) or a less than
complete balance sheet. Alternatively, such information may be
presented outside the basic financial statements as additional informa
tion. When voluntary information is presented in addition to required
information in an auditor-submitted document, the auditor must
either audit such information or disclaim an opinion on it. An auditor
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should accept an engagement to report on such information only if he
or she believes that both of the following conditions exist:
1.

The measurement and disclosure criteria used to prepare the fair
value financial information are reasonable.

2.

Competent persons using the measurement and disclosure
criteria would ordinarily obtain materially similar measurements
or disclosures.

If these conditions are satisfied, the auditor may report in a manner
similar to that described in paragraph 29 of SAS No. 62, Special Reports
(AICPA, Professional Standards, vol. 1, AU sec. 623). When the auditor
has not been engaged to audit such information or is unable to audit
it because it does not meet both preceding conditions, a disclaimer of
opinion should be issued.

Accounting Developments
Measurement Focus and Basis of Accounting—Amendment
to Effective Date of GASB Statement No. 11
The GASB is continuing its reexamination of the basic concepts
underlying governmental accounting and financial reporting. A funda
mental step in this reexamination was the issuance of GASB Statement
No. 11, Measurement Focus and Basis of Accounting—Governmental Fund
Operating Statements, which was to be effective for financial statements
for periods beginning after June 1 5 , 1994. When it issued GASB State
ment No. 11, the GASB provided an extended effective date to allow
adequate time for the development, exposure, and issuance of other
recognition and measurement standards necessary to implement the
flow-of-financial-resources measurement focus for governmental fund
operating statements and for the development of a reporting model.
After the issuance of GASB Statement No. 11, the GASB deliberated on
a variety of financial reporting model issues. Nevertheless, because of
the complexity and number of issues involved, the overall reporting
model project did not progress as expected. Because of fundamental
changes required by GASB Statement No. 11, the GASB believes that
a further delay in its effective date is warranted to provide more time to
consider and resolve how GASB Statement No. 11 will articulate
within the framework of the financial reporting model currently being
studied by the GASB. Therefore, in December 1992, the GASB issued
an exposure draft of a proposed Statement, Measurement Focus and Basis
of Accounting—Governmental Fund Operating Statements: Amendment of
the Effective Dates of GASB Statement No. 11 and Related Statements. The
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proposed Statement would defer the effective date of GASB Statement
No. 11 to periods beginning approximately two years after an
implementation standard is issued and would modify the reference in
GASB Statement No. 13, Accounting for Operating Leases with Scheduled
Rent Increases, to the effective date of GASB Statement No. 11. It would
also establish an effective date for GASB Statement No. 10, Accounting
and Financial Reporting for Risk Financing and Related Insurance Issues, using
a modified accrual basis of accounting in governmental and similar
trust funds, that is independent of the effective date of GASB State
ment No. 11. On May 13, 1993, the GASB voted to go ahead with a final
Statement that would delay indefinitely the effective date of its State
ment No. 11 on measurement focus and basis of accounting. The GASB
believes that an indefinite delay at this time will allow the Board to
make sufficient progress in reexamining the financial reporting model
before final decisions are made on implementing Statement No. 11.

Compensated Absences
In November 1992, the GASB issued GASB Statement No. 16,
Accounting for Compensated Absences. The Statement provides guidance
for the measurement of accrued compensated absences liabilities by
state and local governmental entities, regardless of the reporting model
or fund type used to report the transactions. Compensated absences
are absences for which employees will be paid, such as vacation, sick
leave, and sabbatical leave. GASB Statement No. 16 is effective for
financial statements for periods beginning after June 15, 1993. How
ever, because the balance sheets of governmental and similar trust
funds report current liabilities, only the current portion of the liability
should be reported in these funds. The remainder of the liability
should be reported in the General Long-Term Debt Account Group.
The provisions of GASB Statement No. 16 should be applied in govern
mental and similar trust funds using a modified accrual basis of
accounting. The provisions of GASB Statement No. 16 for recognizing
governmental and similar trust fund expenditures using an accrual
basis of accounting will become effective when GASB Statement No. 11
becomes effective.

Reporting Entity
In July 1991, the GASB issued GASB Statement No. 14, The Reporting
Entity, which is effective for financial statements for periods beginning
after December 15, 1992, with early application encouraged. GASB
Statement No. 14 establishes standards for defining and reporting on
the financial reporting entity and applies to financial reporting by
primary governments as well as to separately issued financial state16

ments of governmental component units. GASB Statement No. 14
defines the financial reporting entity as consisting of (1) the primary
government, (2) organizations for which the primary government is
financially accountable, and (3) other organizations for which the
nature and significance of their relationship with the primary govern
ment are such that exclusion would cause the reporting entity's financial
statements to be misleading or incomplete.
A primary government is financially accountable for those orga
nizations that make up the legal entity, as well as legally separate
organizations if the primary government appoints a voting majority of
an organization's governing body, and either it can impose its will on
that organization or there is a potential for the organization to provide
specific financial benefits to, or to impose specific financial burdens on,
the primary government. Currently, the definition of the reporting
entity is based on the inclusion of those units over which the primary
government has oversight responsibility.
Most organizations determined to be component units under GASB
Statement No. 14 should be included in the financial reporting entity
by discrete presentation—that is, by presentation in one or more
columns separate from the financial data of the primary government.
Nevertheless, some component units may, in substance, be the same as
the primary government and should be reported as part of the reporting
entity—that is, the component unit's balances and transactions are
reported in a manner similar to those of the primary government,
by "blending." It is likely that an organization considered to be a
component unit under existing standards and blended will continue
to be considered a component unit under GASB Statement No. 14;
however, according to GASB Statement No. 14, that component unit
will probably be reported by discrete presentation. GASB Statement
No. 14 requires that for proprietary funds, an equity interest should be
reported in the balance sheet and the share of the joint venture's net
income or loss should be reported in the operating statement. For
governmental funds, all or a portion of the equity interest should be
reported in the general fixed assets account group.
The GASB staff is working on guidance for implementing GASB
Statement No. 14 related to specific provisions of the definition of the
reporting entity and practical display problems based on questions
that have arisen during early implementation. Publication of final
guidance is scheduled for late 1993.

Reporting and Accounting Model for Governmental
Colleges and Universities
In October 1991, the GASB issued GASB Statement No. 15, Govern
mental College and University Accounting and Financial Reporting Models,
17

to clarify GAAP for governmental colleges and universities. GASB
Statement No. 15 is effective for financial statements for periods begin
ning after June 15, 1992, with early application encouraged. In general,
governmental colleges and universities currently report using one of
two models: (1) the AICPA model, following the Industry Audit Guide
Audits of Colleges and Universities, as amended by SOP 74-8, Financial
Accounting and Reporting by Colleges and Universities, or (2) the govern
ment model, established by the National Council on Governmental
Accounting Statement (NCGA) No. 1, Governmental Accounting and
Financial Reporting Principles. Nevertheless, research indicated that some
governmental colleges and universities do not conform completely to
either model. Further, the research also indicated that, contrary to the
current hierarchy, some governmental colleges and universities believe
that GASB disclosure requirements do not apply to entities following
the AICPA model. GASB Statement No. 15 recognizes that either the
AICPA or the governmental model is acceptable, and that the model
used must be followed completely. GASB Statement No. 15 also states
that those following the AICPA model are required to adopt all applica
ble GASB pronouncements. (Some respondents to the exposure draft
expressed concern about the lack of guidance on how to draw the
distinction between governmental and private colleges. In the "Basis for
Conclusions" section, the GASB notes that a definition of governmental is
being developed for approval by the Financial Accounting Foundation.)

Governmental College and University Omnibus Statement
In April 1993, the GASB issued an exposure draft of a proposed
Statement, Governmental College and University Omnibus Statement, that
would require governmental colleges and universities that follow the
AICPA College Guide model to report Pell grants in the restricted
current fund. The proposed Statement also would require risk financing
activities to be reported in the unrestricted current fund. The deadline
for submitting written comments on the exposure draft to the GASB is
June 23, 1993.

Reporting by Defined Benefit Plans of Investment Contracts
FASB Statement No. 110, Reporting by Defined Benefit Pension Plans of
Investment Contracts amends IASB Statement No. 35, Accounting and
Reporting by Defined Benefit Pension Plans. FASB Statement No. 110
requires defined benefit pension plans to report investment contracts
issued by insurance enterprises or other entities at fair value; only
insurance contracts that incorporate mortality or morbidity risk may be
reported at contract value. The Statement does not apply to deposit
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administration and immediate participation guarantee contracts
entered into before March 2 0 , 1992. FASB Statement No. 110 is effective
for fiscal years beginning after December 1 5 , 1992.
The amendment affects public employee retirement systems (PERS)
and pension trust funds that prepare financial statements in accor
dance with FASB Statement No. 35 and report guaranteed investment
contracts at contract value.
GASB Statement No. 1, Authoritative Status o f NCGA Pronouncements
and AICPA Industry Audit Guide, identified three pronouncements—
NCGA Statement No. 1; NCGA Statement No. 6, Pension Accounting
and Financial Reporting: Public Employee Retirement System and State and
Local Government Employers; or (for plans) FASB Statement No. 35—as
acceptable accounting and reporting principles for PERS and state and
local governmental employers pending issuance by the GASB of gui
dance on that subject.
The GASB currently is developing new standards of financial reporting
for PERS and pension trust funds and for employers that would replace
the existing options to apply the guidance in any of those three standards.
Nevertheless, until the GASB supersedes its previous guidance,
amendments to FASB Statement No. 35 apply to PERS and pension
trust funds that have elected to follow that FASB pronouncement.
The GASB expects to issue, by the end of 1993, an exposure draft
on pension plan accounting and reporting that will include proposed
guidance on the valuation of plan investments and other reporting
issues. The GASB also expects to issue, at the same time, a revised
exposure draft that would include provisions for employer accounting
for pensions.

GASB Technical Bulletin No. 92-1, Display of Governmental
College and University Compensated Absences Liabilities
The GASB has issued Technical Bulletin No. 92-1, Display of Govern
mental College and University Compensated Absences Liabilities. The Tech
nical Bulletin addresses four issues in conjunction with reporting
transactions related to compensated absences liabilities within the
AICPA College Guide model. This model was recognized in GASB
Statement No. 15, Governmental College and University Accounting and
Financial Reporting Models.

GASB Implementation Guides
The GASB staff has issued several implementation guides to GASB
statements. Implementation Guides are recognized in category (d) of
the hierarchy of GAAP recently issued by the AICPA in SAS No. 69, The
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Meaning of Present Fairly in Conformity with Generally Accepted
Accounting Principles in the Independent Auditor's Report (AICPA,
Professional Standards, vol. 1, AU sec. 411).
• An Implementation Guide for GASB Statement No. 3, Deposits with
Financial Institutions, Investments (including Repurchase Agreements),
and Reverse Repurchase Agreements, contains over one hundred
questions and answers developed from technical inquiries
received by the GASB staff. The Statement No. 3 Implementation
Guide discusses the concepts and reasoning underlying the State
ment's disclosure standards and how to implement the Statement
in specific situations. (See the discussion, "Changes in Federal
Deposit Insurance Coverage" on page 10.)
• An Implementation Guide for GASB Statement No. 9, Reporting
Cash Flows of Proprietary and Nonexpendable Trust Funds and Govern
mental Entities That Use Proprietary Fund Accounting, contains ques
tions and answers on a variety of issues. Approximately one half
of the questions in the Implementation Guide address the classifi
cation of cash flows. In addition, the guide addresses—
—Applicability.
—Definition of cash and cash equivalents.
—Relationship between operating income and operating activities.
—Format of the statement of cash flows.
—Reconciliation of operating income to net cash flow from operat
ing activities.
—Articulation to the balance sheet.
In addition to the questions and answers, the guide includes
examples of statements of cash flow. Cash flow reporting in a variety of
proprietary fund types is illustrated, including those for a utility,
public authority, hospital, and lottery.
The GASB staff is also in the process of preparing Implementation
Guides for GASB Statement Nos. 10 and 14 (see the separate discus
sion of GASB Statement No. 14 under the section, "Reporting Entity,"
on page 16).
GASB Statement No. 10, Accounting and Financial Reporting for Risk
Financing and Related Insurance Issues, was issued in November 1989. Its
effective date for public entity risk pools was for periods beginning
after June 1 5 , 1990. The GASB's December 1992 exposure draft, Meas
urement Focus and Basis of Accounting—Governmental Fund Operating
Statements: Amendment of the Effective Dates of GASB Statement No. 11 and
Related Statements, would defer the effective date of GASB Statement
No. 11 and establishes the effective date of GASB Statement No. 10 for
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entities other than pools to be for periods beginning after June 15, 1994.
The GASB plans to issue an Implementation Guide for the Statement
in late 1993.

References for Additional Guidance
AICPA
The following are some AICPA publications that may be of interest to
auditors of state and local governmental units:
• Checklists and Illustrative Financial Statements for State and Local
Governmental Units (No. 008503, April 1992, $25).
•

Financial Report Survey: Illustrations of Compliance Findings in Single
Audit Reports of Local Governmental Units (No. 037989, $25). This is
a survey of reporting under the Single Audit Act of 1984 and OMB
Circular A-128. It is primarily intended to help auditors of local
governmental units prepare a schedule of compliance findings
and questioned costs, as required by the Single Audit Act of 1984.
This publication presents, by federal agency, more than 100 exam
ples of compliance findings and questioned costs.

•

Local Governmental Audit and Accounting Manual (No. 007303, $40).
This manual includes sample auditor's reports, a local govern
mental audit program, disclosure checklists and illustrative
financial statements, illustrative internal control structure ques
tions, and a partner's engagement review program for state and
local governmental units.

AICPA Continuing Professional Education (CPE) Courses. The AICPA
Governmental Accounting and Auditing Certificate of Educational
Achievement program consists of the following series of CPE courses:
•

Governmental Accounting Principles and Financial Reporting
(GAA1)

• Financial Audits of Governmental Entities (GAA2)
• Auditing and Reporting Under Government Auditing Standards
(GAA3)
• Auditing Under the Single Audit Act (GAA4)
On successful completion of the program, the participant is awarded
a certificate.
In addition, the AICPA offers group study and self-study courses.
•

Group study courses include the following:
—Accounting for Governmental Units Under GASB
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—Audit Requirements of OMB Circular A-133
—Audits of HUD-Assisted Projects
—Advanced Accounting for Governmental Units Under GASB
—Advanced Government Auditing and Reporting Issues
—Audits of State and Local Governmental Units
—Audits of Student Financial Assistance Programs
—How to Communicate Material Noncompliance and Material
Internal Control Weaknesses
—Compliance Auditing
—Intermediate Auditing of Federal, State and Local Compliance
Requirements
—Impact of the Single Audit Concept on Your Practice
—Government Accounting and Auditing Update
—Introduction to Accounting Requirements for Government
Contracts
—Performance Auditing
—1988 Yellow Book: Government Auditing Standards
•

Self-study courses include the following:
—Introduction to Governmental Accounting
—Performing a Single Audit
—Audits of State and Local Governmental Units
—Understanding Federal Audit Policies and Procedures
—Working with the 1988 Revised Yellow Book on Government
Auditing Standards
—Audit Requirements of OMB Circular A-133
—Audits of HUD-Assisted Projects

For more information about AICPA CPE courses, call the AICPA
information hotline at (800) 862-4272.

GASB
The GASB offers the following publications and services:
•

Codification of Government Accounting and Financial Reporting Stand
ards, as of June 3 0 , 1992 (GCD92). An edition as of June 3 0 , 1993 is
expected to be issued in July 1993.

•

GASB Original Pronouncements, as of June 30, 1992 (GOP92). An
edition as of June 30, 1993 is expected to be issued in July 1993.
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•

GASB Implementation Guides. These question and answer
special reports are an occasional service containing implementa
tion guidance for GASB standards.

•

GASB Action Report. A monthly newsletter.

•

Governmental Accounting Research System. An informationbase software package that allows research on GASB literature.

GASB publications and services can be obtained by calling the GASB
Order Department at (203) 847-0700, extension 10.

Single Audit Information Service
The Single Audit Information Service is a loose-leaf reference service
offered by the Thompson Publishing Group. It explains how to imple
ment the single audit and provides an update of current events in
the governmental audit community. The Single Audit Information
Service can be ordered by calling the Thompson Publishing Group
at (202) 872-1766.

Federal Agencies—Administrative Regulations
Most federal agencies issue general administrative regulations that
apply to their programs. These regulations provide general rules on
how to apply for grants and contracts, how grants are made, the
general conditions that apply to grantees and contractors, their
administrative responsibilities, and the compliance procedures used
by the various agencies. The regulations are included in the Code of
Federal Regulations.
In 1988, a final rule, Uniform Administrative Requirements for Grants and
Cooperative Agreements With State and Local Governments, was published,
establishing a common rule to create consistency and uniformity among
federal agencies in the administration of grants to and cooperative
agreements with state, local, and federally recognized Indian tribal
governments. The common rule has been codified in each federal
agency's portion of the Code of Federal Regulations.
It should also be noted that federal agencies have also codified
and revised OMB Circular A-128 in each agency's portion of the Code
of Federal Regulations. Although the OMB Compliance Supplement
for Single Audits of State and Local Governments sets forth the com
pliance requirements for programs contributing a great majority of
funding to state and local governments, federal agencies also develop
specific compliance supplements for use in auditing programs not
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included in the OMB document. These can be obtained directly from
the regional office of the appropriate federal agency.
Auditors should also be aware that many agencies have programspecific and other audit requirements that are not covered by OMB
Circular A-128. Such requirements may relate to certain programs
(such as student financial assistance or HUD-insured mortgage pro
grams), as well as to contract audit requirements.
GAO
GAO publications include the following:
•

Government Auditing Standards—The standards relate to audits of
government organizations, programs, activities, and functions
and of government funds received by contractors, nonprofit
organizations, and other nongovernmental organizations. The
standards incorporate the AICPA Statements on Auditing Stand
ards but prescribe additional standards needed to meet the more
varied interests of users of reports on government audits. These
standards are available from the Government Printing Office,
Superintendent of Documents, P.O. Box 371954, Pittsburgh, PA
15250-7954 (020-000-00234-3).

• Interpretation of Continuing Education and Training Requirements—
This provides guidance to audit organizations and individual
auditors on implementing the CPE requirements of Government
Auditing Standards (April 1991, 020-000-00250-6). This interpreta
tion, and Government Auditing Standards, are available from the
Government Printing Office, Superintendent of Documents,
P.O. Box 371954, Pittsburgh, PA 15250-7954.
• Assessing Compliance With Applicable Laws and Regulations—This
booklet, issued by the GAO Office of Policy, is intended to help the
auditor implement requirements for detecting noncompliance
(December 1989, GAO/OP-4.1.2).
• Assessing the Reliability of Computer-Processed Data—This guide
book is intended mainly for auditors and evaluators, not for
experts in data processing. It provides some guidelines on what
auditors must do to satisfy the standards of Government Auditing
Standards. Government Auditing Standards requires auditors to
satisfy themselves that computer-processed data are relevant and
reliable (September 1990, GAO/OP-8.1.3).
• Assessing Internal Controls in Performance Audits—This guidebook
relates specifically to performance audits (September 1990,
GAO/OP-4.1.4).
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•

Guide to Federal Agencies' Procurement of Audit Services from Inde
pendent Public Accountants—This booklet provides a basic under
standing of how IPA contracts should be awarded to officials
unfamiliar with federal procurements. It discusses the special
requirements of the Chief Financial Officers (CFO) Act (April
1991, GAO/AFMD-12.19.3).

• How to Get Action on Audit Recommendations—This guide is intended
to help auditors get more action and better results from their audit
work on government programs and operations (July 1991,
GAO/OP-9.2.1).
Requests for copies of these booklets should be sent to: U.S. General
Accounting Office, P.O. Box 6015, Gaithersburg, MD 20877. The tele
phone number is (202) 275-6241.

Office of Management and Budget—Circulars
The OMB—in consultation with grant-making agencies, the GAO,
and representatives of grant recipients—developed a series of financial
circulars that establish uniform policies and rules to be observed by all
executive branch agencies of the federal government. Circulars and
other documents relevant to audits of state and local governmental
units are listed below. For copies of circulars and bulletins, call the
Executive Office of the President, Publications Office, at (202) 395-7332;
for compliance supplements and the Catalog of Federal Domestic
Assistance, call the Government Printing Office at (202) 783-3238.
Orders may also be faxed to (202) 512-2250.

OMB Circulars Relevant to Audits of State and Local Governments
Circular Number

Applicability

Issue Date

A-21 (Revised)

Cost principles for educational
institutions

October 1991

A-87 (Revised)

Cost principles for state and
local governments

January 1981

A-102 (Revised)

Grants and cooperative
agreements with state and
local governments

March 1988

A-128

Audits of state and local
governments (see also
related question-andanswer document under
"Office of Management
and Budget—Other
Guidance")

April 1985

(continued)
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Circular Number
A-133

Applicability
Audits of institutions of higher
education and other non
profit institutions

Issue Date
March 1990

Office of Management and Budget—Other Guidance
•

Catalog of Federal Domestic Assistance—The Catalog is a government
wide compendium of federal programs, projects, services, and
activities that provide assistance or benefits to the American public.
The General Services Administration (GSA) is responsible for the
dissemination of federal domestic assistance information through
the Catalog and maintains the information database from which
program information is obtained. The OMB serves as an inter
mediary between other federal agencies and the GSA, thus
providing oversight relative to the collection of federal domestic
assistance program data. This catalog may be purchased from the
Government Printing Office by calling (202) 783-3238. The price
is $46.

Program information provided by the Catalog includes authorizing
legislation and audit requirements. The GSA distributes copies to
specified national, state, and local government offices. Catalog staff
may be contacted at (202) 708-5126.
Program information is also available on machine-readable magnetic
tape. The tape may be purchased by writing the Federal Domestic
Assistance Catalog Staff, General Services Administration, Ground
Floor, Reporters Building, 300 Seventh Street, S.W., Washington, DC
20407, or calling (202) 708-5126.
Other publications include the following:
•

Compliance Supplement for Single Audits of State and Local Govern
ments—This sets forth the major federal compliance requirements
that should be considered in a single audit of state and local
governments that receive federal assistance. It supplements OMB
Circular A-128. The latest revision, which includes the three new
general requirements, was issued in September 1990. This supple
ment may be purchased from the Government Printing Office by
calling (202) 783-3238. The stock number is 041-001-00356-8 and
the price is $12.

•

Questions and Answers on the Single Audit Provisions of OMB Circular
A-128, Audits of State and Local Governments—This document pro
vides guidance relative to the single audit process through a series
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of questions and answers. The document is available from the Exec
utive Office of the President, Publications Office, at (202) 395-7332.
•

Compliance Supplement for Audits of Institutions of Higher Learning
and Other Non-Profit Institutions—This supplements OMB Circular
A-133, and sets forth the major compliance requirements that
should be considered in an organization-wide audit of universities
and other nonprofit institutions that receive federal assistance.
This supplement may be purchased from the Government Print
ing Office by calling (202) 783-3238. The stock number is
041-001-00374-6 and the price is $4.50.

Information regarding the two compliance supplements may be
obtained by contacting the OMB Financial Standards and Reporting
Branch at (202) 395-3993.

PCIE Subcommittee Guidance
The PCIE Standards Subcommittee publishes supplemental,
nonauthoritative guidance for federal officials dealing with issues
arising from the implementation of the Single Audit Act; OMB Circular
A-128, which implements the Act; and OMB Circular A-133, which
extends the single audit concept to institutions of higher education and
other nonprofit institutions.
The PCIE Standards Subcommittee has issued the following posi
tion statements:
• PCIE Statement No. 1 provides guidance on determining when a
series of audits of individual federal departments, agencies, and
establishments may be considered an audit for purposes of the
Single Audit Act.
• PCIE Statement No. 2 provides guidance to cognizant agencies on
determining whether an audit report that does not meet the 50
percent rule on internal control coverage prescribed in the AICPA
Audit and Accounting Guide Audits of State and Local Governmental
Units should be accepted.
• PCIE Statement No. 3 provides guidance on using a cyclical
approach to internal control reviews of nonmajor programs.
• PCIE Statement No. 4 establishes uniform procedures for referrals
of substandard audits to state boards of accountancy and the AICPA.
• PCIE Statement No. 5 provides guidance for certain not-for-profit
entities other than institutions of higher education or hospitals
not covered by OMB Circular A-110, Uniform Administrative
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Requirements for Grants and Other Agreements With Institutions of
Higher Education, Hospitals, and Other Nonprofit Organizations.
•

PCIE Statement No. 6 provides clarifications and additional practical
working guidance to Inspectors General and others participating
in audits of not-for-profit organizations performed under OMB
Circular A-133. It contains questions and answers on OMB Circu
lar A-133 and was developed from questions frequently asked.

These are available in one document (stock number PCIE-06-058).
The PCIE has also issued the following:
•

Uniform Desk Review Guide of A-128 Single Audits (PCIE-06-057)

•

Uniform Quality Control Review Guides for A-128 Single Audits
(PCIE-06-058)

• Program Audit Guide Survey (PCIE-06-064)
Copies of PCIE publications may be obtained by writing the Treasury
Office of the Inspector General, Room 7210, ICC Building, 1201 Consti
tution Ave., N.W., Washington, DC 20220.

Government Finance Officers Association (GFOA)
The GFOAs address and telephone number are: 180 N. Michigan
Avenue, Suite 800, Chicago, IL 60601-7476; (312) 977-9700. Its publica
tions include the following:
•

Governmental Accounting, Auditing, and Financial Reporting
(GAAFR)—The GAAFR provides nonauthoritative guidance and
includes implementation guidance on the practical application of
GAAP for governments. The GAAFR also includes implementa
tion guidance on the many pronouncements of the GASB,
detailed journal entries and explanations that cover a multitude of
common and complex transactions, a complete sample compre
hensive annual financial report, discussion and illustration of
single audit requirements, a glossary and chart of accounts, and a
detailed index. (The GAAFR Study Guide is also available.)

• Audit Management Handbook—This handbook on audit manage
ment is intended for state and local governments and CPA firms
that are involved in obtaining or performing financial audits. It
provides information on all aspects of the audit management
process, including establishing the scope of the audit, procuring
the audit (including model requests for proposal), monitoring the
audit, and resolving audit issues and findings.
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• Financial Reporting Series—This set of books contains information
and examples of how governments present specific financial
reporting information. It includes—
1 . Illustrations of Notes to the Financial Statements of State and Local
Governments (1983).
2. Illustrations of Introductory Sections of Comprehensive Annual
Financial Reports of State and Local Governments (1984).
3. Illustrations of Statistical Sections of Comprehensive Annual Finan
cial Reports of State and Local Governments (1985).
4. Illustrations o f Supplementary Financial Data in Comprehensive
Annual Financial Reports of State and Local Governments (1985).
5. Illustrations of Interim Financial Statements of State and Local
Governments (1985).
6. How to Understand Local Government Financial Statements:
A User's Guide (1986).
7. Illustrations o f Combined, Combining, and Individual Fund and
Account Group Financial Statements of State and Local Govern
ments (1986).
8. Suggested Solutions to Governmental Accounting and Financial
Reporting Practice Problems in Applying Authoritative Standards
(1987) .
9. Illustrations of Popular Reports of State and Local Governments
(1988) .
10. A Public Manager's Guide to Government Accounting and Finan
cial Reporting (1989).

* * * *
This Audit Risk Alert supersedes State and Local Governmental
Developments—1992.

* * * *
Auditors should also be aware of the economic, regulatory, and
professional developments that may affect the audits they perform, as
described in Audit Risk Alert—1992, which was printed in the Novem
ber 1992 issue of the CPA Letter.
Additional copies and copies of all AICPA publications may be
obtained by calling the AICPA Order Department at (800) TO-AICPA.
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